The objective of this study is to investigate the framing effect in the Brazilian corporate environment. Thus, this paper focuses on loss aversion related to different groups within organizations. Board members and executive officers are at first qualified, well prepared, and hold positions in which they are frequently called upon to decide, advise, or evaluate critical decisions. Interviews were held with executives, members of the Boards of Directors (henceforth simply board members) and Audit Committee members (henceforth AC members) from publicly traded companies listed on the São Paulo Stock Exchange (BM&FBovespa). The results suggest that the framing effect occurs differently among AC members and the other respondents. With respect to the loss, 30.28% of the board members opt to spend 8% or more, however only 22.02% would do the same to avoid reducing a profit, a drop of 8.26 percentage points. This research contributes towards the field of behavioral finance by demonstrating how the framing effect manifests even among a group of experts. The main findings of this study suggest the presence of the framing effect even among qualified professionals.
INTRODUCTION
According to Tversky and Kahneman (1981) the framing effect reveals that two problems with equal results can lead to different decisions. The changes result from changes in the formulation of the problem. As an example, the authors state that the term "loss" has a more negative connotation than "costs". People generally deal more easily with the "cost" for an unrewarded bet but are reluctant to admit they lost a bet. May this effect also arise in the corporate environment, or are people who make decisions constantly less affected by these influences?
The financial literature identifies the agency conflict, due to diverging interests between shareholders and corporate executives. Decisions can be influenced by the share between risks and rewards of the borrowers. In public companies the board members represent the shareholders, while the executives are the agents responsible for the daily decisions of the company management. May the difference in roles and responsibilities between executives and shareholders reveal differences in the framing effect or do executives and directors make rational decisions?
The aim of this study was to determine whether the frame effect manifests itself in a similar way between managers and board members of companies, as well as if its effects on decisions follow the same trend, no matter the position held in the organizational structure.
Financial theory is grounded on the assumption that people's behavior is rational and predictable. Their decisions regarding finances, such as whether or not to make investment, are made in order to maximize their wealth, or the wealth of shareholders in the case of managers. According to Copeland, Weston and Shastri (2005) , an optimal investment decision is one that maximizes the expected satisfaction (expected utility) by producing gains in excess of expenditure made over the course of the decision-maker's planning. Berle and Means (1932) are the first authors to study corporate governance and the effects of separation between ownership and control on managers' performance. Among the potential costs, they point out that the equity dilution strengthens the power of managers leading them to act in their own benefit at the expense of the interests of shareholders. More recently, Garvey and Swan (1994, p. 143) stated "The separation of share ownership and firm control highlighted by Berle and Means in the early 1930s is real. Moreover, it is believed that there are substantially greater departures from shareholder wealth-maximization than it is suggested by the costs of risk-aversion and monitoring stressed in the traditional principal-agent models." In these authors' opinion, the choice of governance mechanisms is complex. Thus, more empirical tests to assess the effectiveness of alternative governance mechanisms are welcome. Ideally, these tests should focus on individual elements and limited comparisons. Therefore, in this study, the focus is on a single phenomenon of behavioral finance and a specific group of officers involved in the management of organizations.
On the other hand, La Porta et al (1998) found that the disperse ownership proposed by Berle and Means (1932) is an exception. Around the world, most organizations have an individual or a family as the major shareholder and conflicts may arise between them and the minority shareholders (the principal-principal problem, Peng and Sauerwald, 2013) . In the same train of thought, Ross, Westerfield and Jaffe (2010) suggested that the theory and the available evidence are consistent with the notion that ultimate control is performed by the shareholders and maximization of shareholding value is often achieved. That is due to several control mechanisms that constrain managers to act according to the interests of shareholders. Nevertheless, there are instances in which companies are managed according to the goals of the managers at the expense of shareholders.
In some cases, behavior is seen to be influenced by emotional and cognitive issues and consequently decisions may be inconsistent with the financial theories. This junction between psychology and economics is the area of interest known as behavioral finance, which takes an alternative view of the behavior of individuals and human rationality in relation to investment decisions.
According to Tversky and Kahneman (1974) heuristics and biases can lead to judgement mistakes. In the decision-making process, the complexity of a problem tends to be reduced in order to simplify the solution. People use intuitive judgments and subjective probabilities in their assessments, which lead them to make the wrong decisions.
This research contributes towards the field of behavioral finance by demonstrating how the framing effect manifests among a group of experts. According to Novemsky and Kahneman (2005) "it would be interesting to test the differences in the functioning of our propositions across different segments". Thus, this paper focuses on loss aversion related to different groups within organizations. Board members and executive officers are at first qualified, well prepared, and hold positions in which they are frequently called upon to decide, advise, or evaluate critical decisions. For this purpose, interviews were held with executives, members of the Boards of Directors (henceforth simply board members) and Audit Committee 1 members (henceforth AC members) from publicly traded companies listed on the São Paulo Stock Exchange (BM&FBovespa). The results revealed the opinions of each group of respondents, showed how the wording of the questions changed the answers given, and that the decisions do not always seek to maximize the wealth of the company or of the shareholder.
The structure of the paper is as follows: first there is an outline of Prospect Theory and its evolution with respect to its application in the corporate environment, focusing primarily on the framing effect; then we briefly summarize the research on behavioral finance carried out in Brazil. Afterwards, it is described the research method applied, the main results and the conclusions. Kahneman and Tversky (1979) proposed an alternative model to describe the economic behavior that they called Prospect Theory. Using survey questions, they demonstrated there are differences between actual people's behavior and the behavior presumed within expected utility theory. Their studies led to some empirical generalizations, such as: the way the problem is framed can lead to changes of choices; gains are treated differently from losses; when there is the possibility of loss, respondents are more prone to take risks, whereas risks are avoided to ensure a gain even though it may be smaller. Results that are perceived as being certain are preferred to those involving some degree of uncertainty. Kahneman and Tversky's (1979) focus on gains and losses rather than on a final result in terms of assets. Thaler (1980) extends the concept to the purchase of goods, a decision in which there is no risk but yet change of ownership. According to him, receiving something has less value than disposing of the same item. This explains why some people generate differences in values between the act of buying and selling. The author calls this discrepancy between the purchase and sales prices the endowment effect. In his tests, when selling certain goods, people ask for higher values than when buying the same goods. Economic theory states that an item of goods has a single value for either buying or selling and when an item is placed on the market at a price above its cost the purpose is to make a profit.
PROSPECT THEORY
According to Novemsky and Kahneman (2005) , the prospect theory suggests that predisposition to buy or sell an asset depends on the point of reference. If an individual has an asset, its value considers the suffering involved in its disposal, whereas if an individual does not have that asset the value considers the satisfaction of owning it. The values eventually become unequal due to loss aversion. This is one of the key points in prospect theory -the existence of a point of reference that makes losses seem larger than the corresponding gains.
This effect does not occur in conditions of poverty. According to the theory, poverty itself is placed below the point of reference. According to Bertrand, Mullainathan and Shafir (2006) , among the poor people, the dynamics of business dealings are different, since their choices happen among losses. The amount spent on the acquisition of an asset represents the loss of another asset that could have been acquired. Ariely (2008) suggests that loss aversion is part of the human condition, as part of our history that can be told by the description of our possessions. This leads to the emergence of some peculiar behaviors, such as passion for what we have, focusing more on losses than on gains, and assuming that others see a transaction from the same perspective as us. This sense of ownership is not limited to material things. It also applies to points of view and ideas. Carmon and Ariely (2000) point out some attitudes that can mitigate the aversion to losses, such as buyers placing the focus on the benefits of the object. For sellers, they suggest considering alternative uses of the money obtained from its sale. Tversky and Kahneman (1981) used the term "frame decision" to refer to the decision maker's concepts in relation to a choice. The frame decision is influenced by the decision maker's beliefs, habits and characteristics as well as by the framing of the problem. Sometimes, one can frame the same problem in different ways. Different framings in relation to the decision-making process can be compared to different perspectives of a landscape. For example, the height of two mountains may appear different according to the location of the observer, but this does not change the actual height of the mountains.
FRAMING EFFECTS
Likewise, in decision models that involve rational choice the decision to choose among the alternatives presented should not change because of changes in the presentation of those alternatives. The authors showed that, due to imperfections in human perception, changes in perspective alter the relative value of the alternatives presented and interfere in decision making.
A classic example of the framing effect is the "Asian disease problem":
"Imagine that the U.S. is preparing for the outbreak of an unusual Asian disease, which is expected to kill 600 people. Two alternative programs to combat the disease have been proposed. Assume that the exact scientific estimates of the consequences of the programs are as follows: If program 'A' is adopted, 200 people will be saved. If program 'B' is adopted, there is a one-third probability that 600 people will be saved and a two-thirds probability that no people will be saved." (Kahneman, 2011, p. 368 ).
152 individuals were interviewed and the results were that 72% chose alternative 'A' and 28% chose alternative 'B'. Most of them opted for alternative 'A', the one that is certain to save lives.
For a second sample group the options were framed differently "If program 'A' is adopted, 400 people will die. If program 'B' is adopted, there is a onethird probability that nobody will die, and a two-third probability that 600 people will die." (Kahneman, 2011, p. 369 ).
155 individuals were interviewed and the results were that 22% chose the new alternative 'A' and 78% chose the new alternative 'B'.
In both versions, the outcome is the same: 200 people saved in program 'A' means 400 people would die. Similarly, 400 dead people in program 'C' would result in 200 people being saved. The framing effect shows that the same results are perceived differently according to the formulation of the problem. Kahneman (2011) states that the conclusions in relation to the financial issues are well established and that decision makers tend to prefer to ensure a profit rather than bet on a larger profit. When it comes to ensured losses, the trend is to bet to minimize any loss, as well as prefer to retain a certain result rather than gambling the risk of making further losses. The author reports that the experiment was repeated by Amos Tversky in a group of public health professionals and the same results were found. He concluded that not even medical training serves as a defense against the power of framing.
From the financial aspect, the results of a decision can be framed as gains or losses related to their original form or in terms of results that increase the value of the company's assets. The principle of invariance states that changes in the description of the results should not change the order of preference. However, according to Tversky and Kahneman (1981) , this principle is frequently seen to fail both between experts and ordinary people. It even occurs when participants answer both questions within a short period of time. For instance, Thaler (1980) showed the same effect in a debate on passing on the costs of credit card transactions to consumers. Companies have adopted the term "discount" in relation to payment in cash, rather than to "increase" in relation to the use of a credit card. Yaniv (2011) studied the framing effect in the context of groups. Participants were asked to make financial decisions individually and were then separated into homogeneous and heterogeneous groups, classified according to the decision taken. The groups were asked to answer the same questions as a group. The results revealed that the framing effect increases among the homogeneous groups whereas the heterogeneous groups show no differences in choices, thus nullifying the framing effect. Kim, Kim and Marshall (2013) studied the framing effect in situations involving multiple attributes and multiple choices. The results showed the framing effect influences the evaluation of alternatives and that influence is more pronounced when the positive aspects of the attributes are highlighted.
BEHAVIORAL FINANCE IN BRAZIL
In Brazil, with few exceptions, studies related to behavioral finance have focused on the capital market and investor reactions. Costa Jr. (1994) examined overreaction in the Brazilian financial market, using two theoretical portfolios, one defined as 'losers', composed of the worst performing stocks from the previous month, and the other one as 'winners', comprised of the best performing stocks from the previous month. The results reveal that the overreaction effect is greater than that observed in the North American market. Kimura (2003) conducted a similar study using asset prices from 1994 to 2001. The results are not statistically significant, suggesting that behavioral aspects have little influence on the Brazilian stock market. Silva and Yu (2009) studied the relationship between personal characteristics and sense of control. They concluded that there is a relationship between age and sense of control. Both the younger people and the older people show lower levels of sense of control compared to the young adults. Another result related education to health. On average, people who reach old age and retain good level of education and health have higher levels of control.
An exaggerated reaction to recent events may interfere with the behavior of markets. Investors tend to give excessive importance to the most recent information, and so are likely to be surprised in the future, thus leading the returns from the portfolio to revert to the market average. Franco (2002) conducted a study on this subject and found that the results in the Brazilian capital markets are similar to those reported in other countries, showing excessive optimism in the forecasts. Kimura, Basso and Krauter (2006) reproduced the seminal studies of Tversky and Kahneman (1981) in Brazil. The results showed the same biases found in the original studies, which seem to suggest that the behavioral aspects in decision making suffer little influence from cultural aspects.
The most documented biases according to Yoshinaga, Oliveira, Silveira and Barros (2008) are optimism and overconfidence. Studies of these aspects have resulted in formulations that can be used to explain some financial phenomena. According to the authors, there is still a great deal of research to be done in relation to the biases catalogued in the literature. Santos and Barros (2011) investigated the presence of heuristics and biases. The results showed that investment and finance decisions are influenced by gender, income, age and education of the respondents. The majority of men have a more aggressive profile, with a greater propensity to take financial risks than most women. The results are similar to those of Smith et al (2009), although the studies were conducted among different groups.
The affective state may interfere with the endowment effect, as shown by Cavazotte, Dias Filho and Vilas Boas (2009) , who found empirical evidence that negative emotional states inhibit the endowment effect.
Martits and Eid Junior (2009) investigated loss aversion by comparing the decisions of individual investors with those made by pension funds in Brazil. They concluded that individual investors are more sensitive to risks and pessimistic scenarios, and argue that the traditional utility function does not represent the behavior of those investors. By contrast, pension fund managers are less prone to reject negative scenarios as long as there is the possibility of recovery in the long term.
RESEARCH METHOD
A database was manually compiled including the names and addresses of executive officers and board members of Brazilian companies listed, based on the records available on the website of the São Paulo stock exchange (BM&FBovespa) and filings with the Brazilian Securities and Exchange Commission (CVM). At the time of data collection, such files contained 1915 companies. However, only 616 were deemed "operational" according to CVM. From this grand total, gross responses were obtained from 229 companies from 31 different sectors, representing 37.18% of the total. It is believed that such response rate is very reasonable for a field study.
Among those 616 companies, 159 had missing information in their CVM or BM&FBovespa filings. These problems reduced the number of companies available to be searched to 458. After eliminating double-counting (people who figured in more than one company), 1840 executives, 820 board members and 417 audit committee members were left.
Those people were contacted by telephone and were asked to answer a questionnaire on financial policies and risk management. All the respondents were identified according to their role and the company they worked for. An overall response rate of over 10% (315 responses) was reached. From these, 278 valid responses (people who agreed to answer the two behavioral questions) were obtained from 204 companies. Table 1 summarizes the final sampling according to the role of each respondent. Then, a structured telephone interview was conducted or, upon request by the respondent, the questionnaire was sent by e-mail to be responded in writing 2 . The instrument contained 45 questions about the roles of executives and board members, which the respondents answered using a five-point Likert scale of 1 to 5, with 1 being "strongly disagree" and 5 "strongly agree". The questions were formulated in a way to avoid the socially acceptable response bias 3 . Moreover, previous versions of the questionnaire were submitted to a panel of 3 experts in finance in order to validate its content. Then, the questionnaire was administered to two classes of MBA students (pre-test) in order to further improve it and check for any misunderstanding in the formulations of the questions. The average time to answer the whole questionnaire by phone interview was only 15 minutes.
Towards the end of the questionnaire, two questions related to behavioral finance (Questions I and II below) were included. Exhibit 1 presents these questions. As it can be seen, the final result of both questions would be an 8% loss or reduction in profit.
Exhibit 1 -Questions about behavioral finance
Below we will ask some questions about your opinion regarding specific risk management operations:
Question I -A company might make a loss of 8% on a given transaction. How much of the value of transaction would you invest to avoid this loss? 0% 1% a 3% 3% a 5% 5% a 7% 8% or more Question II -In a commercial transaction, a company made a profit of 10%. If there is a change in the value of the currency, that profit might fall to 2%. How much of the value of transaction would you invest to ensure the original profit? 0% 1% a 3% 3% a 5% 5% a 7% 8% or more Source: elaborated by the authors
The questions were deliberately placed in sequence, because according to Kahneman and Tversky (1984) violation of the principle of invariance and the emergence of the framing effect occur even when participants answer the questions within a short period of time. Unlike the seminal tests in which the questions were prepared differently and applied to different groups, in this study they were applied to the same group and one after another. This formulation might facilitate the identification of similarity in the decisions and, therefore, lead to little variation in the responses.
RESULTS
It was obtained a total of 278 responses. From those, 125 came from executives, 109 from Board of Directors members and 44 from Audit Committee members. The number of responses are considerably larger than the original test where the authors obtained 152 responses to the first formulation and 155 to the second one. Table 2 shows the results. QUESTION I -A company might make a loss of 8% on a given transaction. How much of the value of transaction would you invest to avoid this loss? According to utility theory, an investment of up to 7% would be advantageous for the company because it would prevent the loss of 8% and would leave a surplus of at least 1%. As it can be seen from Table 2 , 29.14% of the respondents would invest 8% (which represents the value of the loss) or more. This decision is clearly irrelevant or even value destroying, because the net result would be equivalent to or greater than the expected loss. Given that 6.83% of the respondents would not invest anything, which means they would accept the loss, and 29.14% of the respondents would invest the expected value of the loss or more, 35.97% (more than one third) of respondents make a decision that would not add value to the company.
When segregating the data according to the position held by the respondents, it is seen that board members are more averse to the risk of loss. According to Table 3 , 30.28% of the board members would invest the same percentage or more to avoid a loss. The AC members are more divided: 29.55% would invest between 1% and 3%, and 29.55% would invest 8% or more. Executives seem to be less risk averse, with 31.20% opting for the range from 1% to 3% and 28% opting to invest 8% or more. Table 3 show that the directors behave as foreseen in the prospect theory, where the values are assigned to the losses and not to the final result, because most of them choose to invest a percentage equal to or higher than the loss, a decision that will not change the final results. This effect is smaller in executives since most of them opted for an investment of 1% to 3%, which would generate a positive result for the company.
According to Table 4 , 38.54% of the board members, 31.82% of the AC members and 35.2% of the executives would have reduced the shareholders' wealth, by investing nothing (0%), or by investing the same percentage as the probable loss (8% or more). The prospect theory recommends that the decisions consider losses at a higher level than the final result. Table shows that, because a total of 35.2% of respondents would make decisions that would result in a negative result for the company.
QUESTION II -In a commercial transaction, a company made a profit of 10%. If there is a change in the value of the currency, that profit might fall to 2%. How much of the value of transaction would you invest to ensure the original profit? Table 5 displays the results. When it comes to reducing profits rather than losses, there are changes in the responses. Even if the final result is the same (a loss of 8% or a reduction in the profit from 10% to 2%), there is a five-percentage-point reduction in the maximum investment amount and an increase of nine percentage points in the interval from 5% to 7%, which would be according to the expected utility. Therefore, we find evidence supporting the presence of the framing effect in the responses, even though it may be mitigated by the fact that the relevant questions are asked in sequence. The results in Table 5 show that the vast majority, approximately 70%, would make investments within the range that would produce gains for the company, that is, they would invest from 1% to 7%. Table 6 presents the results according to the position held. Board members changed their responses the most. While 22.02% of the board members would invest the maximum percentage of 8% or more to avoid a "reduction in profit", 30.28% would invest the same amount to avoid a "loss". The AC members increase their loss aversion when it comes to "profit reduction": while 36.36% would invest 8% or more, only 29.25% would invest the same amount to avoid a loss in Question I. Once again, the executives are the least averse, with only 21.60% opting for the range of 8% or more. According to the results in Table 6 , the Audit Committee showed more clearly the endowment effect. According to Thaler (1980) , the largest number of respondents stated invest a percentage equal to the greater reduction of profit. This loss aversion (having a 10% profit and reducing to 2%) makes the choice befall the maximum investment to stop that from happening, even if it does not change the final result, while in the groups of executives and directors the largest number of responses was for the intermediate range and that generate positive results. Table 7 consolidates the results. 38.63% (36.36% + 2.27%) of the total respondents of AC members decided for a reduction in the profits. 31.19% of the board members would make a decision that would result in a loss for the company when the "profit reduction" approach was used, against 38.54% when making a "loss" approach was used in Question I. The largest reduction occurred among the executives interviewed in this question, as 26.40% opted for an investment that reduces the profit from the transaction, while in Question I (where the term "loss" was present), 35.2% of the respondents chose those options. The reduction was the greatest in the range from "8% or more": whereas in the previous question 28% chose this alternative, in this question the number of respondents was 21.60%, 6.40 percentage points lower. Table 8 shows the changes in the responses of the board members. The range is from -7.35 percentage points, indicating that the framing of the questions changed the response. The responses in Table 9 show that the Audit Committee members reacted differently from the board members. The "profit reduction" effect led them to increase the responses in 8% or more. The responses of executives in Table 10 show changes in line with those of the board members. The change in the form of the question led them to reduce the spending to avoid a loss by 8.8 percentage points. Tables 8, 9 and 10 show the consolidated data and the changes in the responses that do not generate positive results. Based on them, it is possible to see that the changes of the Board of Directors and of the Executives Officers follow the same trend, both being more sensitive to "loss" than to "reduction in profit." The Audit Committee changed their decision in the opposite direction, being more sensitive to "reduction in profit". As pointed out by Thaller (1980) the endowment effect is not universal, and the results show that it appears more strongly on the Audit Committee in relation to the other respondents.
CONCLUSIONS
The interest in the field of behavioral finance has grown in recent years due to the difficulty scholars face in explaining some financial decisions observed in practice. According to Kahneman and Tversky (1984) questions that are formulated, or framed, differently can lead to different responses even among experts. In order to test this proposition, the present study investigates the framing effect among board members and executives of publicly traded companies, a group chosen considering the impact of the decisions they make and their consequences.
In our experiment, one of the questions addresses the possibility of making a loss of 8%. Another question refers to the possibility of a reduction in profit from 10% to only 2%. In both cases, the company would experience a net reduction in value equal to 8%. The respondents should decide how much to invest in order to avoid the loss or the reduction in profit, whose options ranged from 0% to 8% or more.
The results were analyzed under several aspects. The first one of them was whether the respondents had changed the answer to the question being formulated in another way. Another analysis found that the changes occurred in the same way, if all positions changed responses by increasing or decreasing the investments in accordance with the wording of the question or there was some divergence. Another aspect analyzed was the behavior of the respondents according to the position held and whether they were more sensitive to some of the issues.
The overall results show that the framing effect is revealed in all respondents and the decisions were different according to the terms used in the questions. The changes do not have the same bias, but may be in the opposite direction according to the position held.
When the question used the term "loss", most of the directors and the Audit Committee opted for alternatives that resulted in negative results for the company. When the question involved "reduction in profit", part of the board of directors changed their response and opted for alternatives that generated positive results. The Audit Committee changed their answer, but in another way, the number of those who opted for investments that resulted in negative results increased, which means that the pain of loss as stipulated in the prospect theory, which, in this case, means having a "reduction in profit" is more important to the Audit Committee than to the board of directors. These results may suggest different attitudes according to the position held and the responsibility upon the organizations. May the Audit Committee be evaluating other aspects related to the loss and that would not be considered by others? Or is the word "loss" less important in making a decision since it can generate tax benefits?
The executives are more sensitive to avoid the "loss", and most of them opted for options that generated negative results, while in the question about "reduction in profit" the percentage of those who made this option had a significant drop.
The results suggest that the framing effect occurs differently among AC members and the other respondents. 4 With respect to the loss, 30.28% of the board members opt to spend 8% or more, while only 22.02% would do the same to avoid reducing a profit, a drop of 8.26 percentage points. Executives change their response from 28% (loss) to 21.6% (reduction in profit), a drop of 6.4 percentage points. In contrast, AC members increased their responses from 29.55% in the case of a loss to 36.36% in the case of a reduction in profit -an increase of 6.81 percentage points.
Future studies could explore these issues as well as the influence of the position held within the organization, professional background and other personal aspects in decision-making, as well as the relations among the various agents in organizations. By broadening the research, we could explore the assessments and decisions regarding new projects and other aspects of investment decisions in the organizational environment.
This research contributes towards the field of behavioral finance by demonstrating how the framing effect manifests even among a group of experts. Board members and executive officers are at first qualified, well prepared, and hold positions in which they are frequently called upon to decide, advise, or evaluate critical decisions. The main findings of this study suggest the presence of the framing effect even among these qualified professionals.
